Consumption and income tend to move together; the correlation of their first differences is about 0.14.
Informal commentaries on the business cycle put considerable weight on the independent behavior of consumption. It is commonplace to hear of a business revival sparked by consumers.
On the other hand, all modern theories of fluctuations make the consumer a reactor to economic events, not a cause of them.
Random shocks in technology are generally the driving force in fully articulated models. This paper develops a framework where the distinction between a movement along a consumption schedule and a shift of the schedule is well defined. pplication of the framework to 20th century American data shows that shifts of the consumption Equipped with this knowledge, we can measure the shift of the consumption schedule as the departure of co.'sumption from a schedule with the estimated slope. My macn concern is the absolute and relative importaice a-f these shifts.
The effect 'f a consumption shift on GNP depends on the slope c-f tht consumption schedule and also upon the slope 0-f the schedule relating other spending to GNP. For this reason, it is necessary to carry out a similar exercise for other spending.
Again, the way other spending changes when military spending absorbs added resources is the way the slope can be inferred. 
Earlier research
Modern thinking about the possible role of shifts in the consumption function in overall macro -fluctuations began with
Milton Friedman and Gary Beckers 'A Statistical Illusion in
Judging Keynesian Models" (1957) . They pointed out that random shits in the consumption function could induce a positive correlation between consumption and income, which in turn could 5 make the consumption look more responsive to income than it really was and also make the consumption function more reliable Tem3.ns critics, Thomas Mayer (1978) and Barry Anderson and James Butkiewicz (198t) ., confirm that consumption functions of various types had important negative residuals in 1930. It is a curious feature a-f Temins work and that of his critics that no attention has been paid to the issue of finding the true slope of Because o-f my use o-f military spending as the exogenous instrument that identities the structural consumption function, the paper spends some effort in understanding how a burst of military purchases influences the economy. Robert Barro (1981) has examined the theory of the effect of government purchases in an equilibrium framework and has studied U.S. data on the effect creating a theoretical equilibrium model in which the covariance of consumption and work effort is anything but sharply negative.
Joseph Altonji (1982) The expansion path shifts downward if the real wage declines. Consequently, a higher tax rate depresses consumption 14 given the level of work effort. On the other hand, the expansion path is unaffected by an increase in government purchases of goods and services or by lump-sum transfers or taxes. These latter influences will move the consumer along the expansián path, but will not shift the path.
The slope of the expansion path can be estimated as the 2. Estimate the "propensity to consume," , in order to compute the residuals, z, in the consumption function.
3. Estimate the 'propensity to spend," j, in order to compute he residuals, , in the function for other spending.
The solution to the first problem is perfectly straightforward. In the equation for the movement in GNP, military spending appears as a right-hand variable along with two disturbances assumed to be uncorrelated with military spending.
Hence, the regression of GNP on military spending should estimate the multiplier directly. Again, the interpretation of the estimated multiplier is net of feedback effects through interest rates. 21 To estimate the slope of the consumption-GNP schedule, , note that c and g have the regression relation, All of the estimates used the first differences of the detrended series.
S.
Results
All of the regressions reported in this paper include intercepts, but the values of the intercepts are not reported because detrending makes them almost meaningless.
Estimation a-f the multiplier by regressing the change in GNP an the change in military spending for the years 1920 through 1942 and 1947 through 1982 gives the following results:
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Because the multiplier is less than one, it is clear that a certain amount a-f crowding out took place, on the average. Each dollar of military purchases raises GNP by 62 cents, so nonmilitary uses of output decline by 38 cents.
The regression a-f consumption on military spending is: Because the coefficient is close to zero, with a small standard error, it is clear that the implied slope a-f the c-y relation 26 will be close to zero as well. Even though periods of wartime controls on consumption have been omitted from this regression, there is strong evidence against the proposition that those increase in GNP that can be associated with exogenous increases in military spending stimulated any important increases in consumption. Similarly, the strong regative response of consumption to military spending predicted by the equilibrium model has also been shown to be absent.
The ratio of the two regression coefficients is -.12; this is the estimate of the slope of the consumption-GNP schedule.
The same estimate can be obtained by two-stage least squares, together with the standard error of and the standard error of The confidence interval on the slope of the c-y relation includes a range of values, but excludes the :eynesian value a-f O. and the equilibrium value of -1 as well. Neither theory is able to explain the lack of a structural association of consumption and GNP.
In the next section, I will make use a-f consumption Estimated.. The slope of the c-y relation is -.12, the value inferred from the fact that, historically, higher military purchases have raised GNP but not consumption.
Consumption is virtually an exogenous variable.. It influences GNP but is not influenced by GNP.
2. Keynesian.. The slope of the c-y relation is 0.3. When more work is available, people consume more as well.
. Equilibrium. The slope of the c-y relation is -1.
Events that move consumers along their expansion paths leave the sum of GNP and consumption unchanged. Again, the structural slope is slightly negative, but not nearly negative enough to fit the equilibrium hypothesis. The hypothetical value of -1 is strongly rejected. 39 
Conclusions
A simple structural relation between GNP and consumption is a feature of two major theories a-f economic fluctuations, though the theories differ dramatically in most other respects.
In the K:eynesian analysis, the consumption function slopes upward, so, in principle, the positive correlation of 6NP and consumption could be explained purely by forces other than shifts in consumption behavior. Nonetheless, the results of this paper show that shifts in the consumption function are a source of overall fluctuations in a Keynesian analysis. In the first place, even the Keynesian consumption function has residuals, though they are smaller than the residuals -from the equilibrium or estimated c-y relationships. In the second place, exactly because of the Keynesian multiplier process operating through a positively sloped consumption function, the consumption disturbances are much more strongly amplified than they are in the equilibrium or estimated models.
In the equilibrium theory, the relation is the expansion path of the work-consumption choice. The public is free to pick a point along the path in response to economic conditions. Shi-ft in government tax and spending policies and shifts in 40 investment and net exports will move the economy along its 
